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INDEPENDENT AUDITORS’ REPORT

February 11, 2005

Board of Trustees
Watertown Charter Township
Grand Ledge, Michigan

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of
Watertown Charter Township, Michigan, as of and for the year ended December 31, 2004, which
collectively comprise the Township’s basic financial statements as listed in the table of contents.
These financial statements are the responsibility of the Township’s management. Our responsibility
IS to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the governmental activities, the business-type activities, each major fund, and
the aggregate remaining fund information of Watertown Charter Township, Michigan, as of
December 31, 2004, and the respective changes in financial position and cash flows, where
applicable, thereof and the budgetary comparisons for the general fund for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

675 Robinson Road - P.O. Box 449 - Jackson, Ml 49204 - Phone 517.787.6503 - Fax 517.788.8111 - www.rehmann.com
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As described in Note 1V.G., the Township adopted the provisions of Governmental Accounting
Standards Board Statement Nos. 34, 37 and 38 and GASB Interpretation 6 as of and for the year
ended December 31, 2004. This results in a change in the format and content of the basic
financial statements.

The Management’s Discussion and Analysis on pages 3-10 is not a required part of the basic
financial statements but is supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion
on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Watertown Charter Township’s basic financial statements. The combining
fund financial statements listed in the table of contents are presented for purposes of additional
analysis and are not a required part of the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in
our opinion, is fairly presented, in all material respects, in relation to the basic financial

statements taken as a whole.



MANAGEMENT’S DISCUSSION AND ANALYSIS



Management’s Discussion and Analysis

As management of the Charter Township of Watertown, Michigan, we offer readers of the
Township’s financial statements this narrative overview and analysis of the financial activities of
the Township for the fiscal year ended December 30, 2004.

Financial Highlights

= The assets of the Township exceeded its liabilities at the close of the most recent fiscal year
by $10,365,538 (net assets). Of this amount, $8,312,294 (unrestricted net assets) may be
used to meet the government’s ongoing obligations to citizens and creditors.

= The government’s total net assets increased by $3,305,465

= As of the close of the current fiscal year, the Township’s governmental funds reported
combined ending fund balances of $1,682,343, an increase of $83,331 in comparison with
the prior year. Approximately 99 percent of this total amount, or $1,663,895, is available for
spending at the government’s discretion (unreserved fund balance).

= At the end of the current fiscal year, unreserved fund balance for the general fund was
$1,257,469 or 42 percent of total general fund expenditures.

» The Township’s total bonded debt decreased by $246,335 during the current fiscal year; no
new debt was issued. The Township paid off an installment loan of $1,187,421 for the
Looking Glass Regional Fire Authority building and equipment.

= The Township sold assets with a basis of $76,812, 4% of it’s ownership share in Southern
Clinton County Municipal Utilities Authority, resulting in a net gain of $2,823,198.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Township’s basic
financial statements. The Township’s basic financial statements are comprised of three components:
1) government-wide financial statements, 2) fund financial statements, and 3) notes to the financial
statements. This report also contains other supplementary information in addition to the basic finan-
cial statements themselves.

Government-wide financial statements. The government-wide financial statements are designed
to provide readers with a broad overview of the Township’s finances, in a manner similar to a
private-sector business.

The statement of net assets presents information on all of the Township’s assets and liabilities, with
the difference between the two reported as net assets. Over time, increases or decreases in net assets
may serve as a useful indicator of whether the financial position of the Township is improving or
deteriorating.



The statement of activities presents information showing how the government’s net assets changed
during the most recent fiscal year. All changes in net assets are reported as soon as the underlying
event giving rise to the change occurs, regardless of the timing of related cash flows. Thus,
revenues and expenses are reported in this statement for some items that will only result in cash
flows in future fiscal periods (e.g., earned but unused vacation leave).

Both of the government-wide financial statements distinguish functions of the Township that are
principally supported by taxes and intergovernmental revenues (governmental activities) from other
functions that are intended to recover all or a significant portion of their costs through user fees and
charges (business-type activities). The governmental activities of the Township include general
government, public safety and public works. The business-type activities of the Township include
sanitary sewer and water distribution operations.

The government-wide financial statements can be found on pages 11-13 of this report.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control
over resources that have been segregated for specific activities or objectives. The Township, like
other state and local governments, uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements. All of the funds of the Township can be divided into three
categories: governmental funds, proprietary funds, and fiduciary funds.

Governmental funds. Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However, unlike
the government-wide financial statements, governmental fund financial statements focus on
near-term inflows and outflows of spendable resources, as well as on balances of spendable
resources available at the end of the fiscal year. Such information may be useful in evaluating a
government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By
doing so, readers may better understand the long-term impact of the government’s near-term
financing decisions. Both the governmental fund balance sheet and the governmental fund statement
of revenues, expenditures, and changes in fund balances provide a reconciliation to facilitate this
comparison between governmental funds and governmental activities.

The Township maintains four individual governmental funds. Information is presented separately in
the governmental fund balance sheet and in the governmental fund statement of revenues,
expenditures, and changes in fund balances for the general fund, which is considered to be a major
fund, and for the remaining three nonmajor funds in the aggregate.

The Township adopts an annual appropriated budget for its general and special revenue funds.
Budgetary comparison statements have been provided herein to demonstrate compliance with those
budgets.

The basic governmental fund financial statements can be found on pages 14-19 of this report.



Proprietary funds. Enterprise funds, the only proprietary fund type used by the Township, are used
to report the same functions presented as business-type activities in the government-wide financial
statements. The Township uses enterprise funds to account for its sanitary sewer and water
distribution operations.

Proprietary funds provide the same type of information as the government-wide financial
statements, only in more detail. The proprietary fund financial statements provide separate
information for the sewer and water operations, both of which are considered to be major funds of
the Township.

The basic proprietary fund financial statements can be found on pages 20-23 of this report.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of parties
outside the government. Fiduciary funds are not reflected in the government-wide financial
statements because the resources of those funds are not available to support the Township’s own
programs. The accounting used for fiduciary funds is much like that used for proprietary funds.

The basic fiduciary fund financial statements can be found on page 24 of this report.

Notes to the financial statements. The notes provide additional information that is essential to a
full understanding of the data provided in the government-wide and fund financial statements. The
notes to the financial statements can be found on pages 25-41 of this report.

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial
position. In the case of Watertown Charter Township, assets exceeded liabilities by $10,365,538 at
the close of the most recent fiscal year.

Of the Township’s net assets, $1,769,707 (17.1 percent) reflects its investment in capital assets
(e.g., land, buildings, systems, vehicles and equipment), less any related debt used to acquire those
assets that is still outstanding. The Township uses these capital assets to provide services to citizens;
consequently, these assets are not available for future spending. Although the Township’s
investment in its capital assets is reported net of related debt, it should be noted that the resources
needed to repay this debt must be provided from other sources, since the capital assets themselves
cannot be used to liquidate these liabilities.

[Since this is the first year for which the Township adopted the provisions of GASB Statement No.
34, comparative data is not required. In future years, such information will be presented for the
current and preceding year.]



Charter Township of Watertown’s Net Assets

Governmental Business-type
activities activities Total
Current and other assets $ 2,747,718 $ 7,135,288 $ 9,883,006
Capital assets 143,137 4,787,075 4,930,212
Total assets 2,890,855 11,922,363 14,813,218
Long-term liabilities outstanding 107,783 3,160,505 3,268,288
Other liabilities 1,025,191 154,201 1,179,392
Total liabilities 1,132,974 3,314,706 4,447,680
Net assets:
Invested in capital assets, net
of related debt 143,137 1,626,570 1,769,707
Restricted 283,537 - 283,537
Unrestricted 1,331,207 6,981,087 8,312,294
Total net assets $ 1,757,881 $ 8,607,657 $ 10,365,538

In addition the Township owns assets in a joint venture with Eagle Township known as the Looking
Glass Regional Fire Authority. Currently the Authority is funded primarily thru contributions from
Watertown Charter Township (65%) and Eagle Township (35%). The Authority reported Capital
assets (net of depreciation) of $2,055,741 as of 12/31/04 for fixtures, building, equipment and land.

At the end of the current fiscal year, the Township is able to report positive balances in all three
categories of net assets, both for the government as a whole, as well as for its separate governmental
and business-type activities.

The government’s net assets increased by $3,305,465 during the current fiscal year. This increase is
primarily attributable to the capital gain on the sale of capital investments in SCCMUA. A portion
of the gain (29.4%) $927,642 was transferred to governmental activities in order to provide funds to
retire an installment loan for the fire authority building and equipment.



Charter Township of Watertown’s Changes in Net Assets

Governmental Business-type
activities activities Total
Revenue:
Program revenue:
Charges for services $ 469,442 $ 809,509 $ 1,278,951
Operating grants and contributions 1,802 - 1,802
Capital grants and contributions 27,524 27,524
General revenue:
Property taxes 896,957 - 896,957
Other 566,025 326,476 892,501
Special item:
Gain on sale of investment in SCCMUA - 2,823,198 2,823,198
Total revenue 1,961,750 3,959,183 5,920,933
Expenses:
Legislative 35,741 - 35,741
General government 657,841 - 657,841
Public safety 665,546 - 665,546
Public works 273,077 - 273,077
Community and economic development 62,362 - 62,362
Recreation and cultural 85,305 - 85,305
Interest on long-term debt 23,903 - 23,903
Sewage disposal - 578,569 578,569
Water extension - 233,124 233,124
Total expenses 1,803,775 811,693 2,615,468
Increase in net assets before transfers 157,975 3,147,490 3,305,465
Transfers 927,642 (927,642)
Increase (decrease) in net assets 1,085,617 2,219,848 3,305,465
Net assets - beginning of year, as restated 672,264 6,387,809 7,060,073
Net assets - end of year $ 1,757,881 $ 8,607,657 $ 10,365,538

Governmental activities. Governmental activities increased the Township’s net assets by $157,975
(before transfers). Key elements of this change include:

= A continuing drain on governmental resources directly attributable to the extent by which
fire service costs exceed related revenues.

= A decrease in state shared revenues of approximately $24,222. This is a direct result of the
State of Michigan’s fiscal challenges within the continuing sluggish economy.

= The effect of principal payments on long-term liabilities reported as an expenditure in the
fund financial statements, and as a reduction in liabilities in the government-wide financial
statements.



Business-type activities. Business-type activities increased the Township’s net assets by
$3,147,490 (before transfers).

= The key element of the increase was the gain on the sale of capital investments in SCCMUA
of $2,823,198.

= Hookup fees for new sewer users contributed $133,813 over the anticipated amount.
Financial Analysis of the Government’s Funds

As noted earlier, the Township uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Governmental funds. The focus of the Township’s governmental funds is to provide information on
near-term inflows, outflows, and balances of spendable resources. Such information is useful in
assessing the Township’s financing requirements. In particular, unreserved fund balance may serve
as a useful measure of a government’s net resources available for spending at the end of the fiscal
year.

As of the end of the current fiscal year, the Township’s governmental funds reported combined
ending fund balances of $1,682,343, a decrease of $83,331 in comparison with the prior year.
Approximately 99 percent of this total amount ($1,663,895) constitutes unreserved fund balance,
which is available for spending at the government’s discretion. The remainder of fund balance is
reserved to indicate that it is not available for new spending because it has already been committed.

The general fund is the chief operating fund of the Township. At the end of the current fiscal year,
unreserved fund balance of the general fund was $1,379,609, while total fund balance was
$1,398,127. As a measure of the general fund’s liquidity, it may be useful to compare unreserved
fund balance to total fund expenditures. Unreserved fund balance represents 46 percent of total
general fund expenditures.

The fund balance of the Township’s general fund decreased by $93,756 during the current fiscal
year. This is primarily attributable to an increase over the last several years of expenditures related
to public safety and the use of general fund to pay the installment loan payments

Proprietary funds. The Township’s proprietary funds provide the same type of information found
in the government-wide financial statements, but in more detail.

Unrestricted net assets of the sewage disposal and water extension funds at the end of the year
amounted to $6,821,335 and $1,786,302, respectively. The sewer fund had an increase in net assets
for the year of $2,247,208 whereas the water fund had an decrease of $27,360. Other factors
concerning the finances of these two funds have already been addressed in the discussion of the
Township’s business-type activities.



General Fund Budgetary Highlights

There were no major differences between the final amended budgets and actual results for
expenditures, except for general variances such as: Attorney of $35,932; General Services
Administration of $39,299; Buildings and Grounds of $30,357; Public Safety of $31,211;
Highways, Streets and Bridges of $74,973.

During the year, the actual decrease in fund balance was $183,899 less than the amended general
fund budgetary estimates.

Capital Asset and Debt Administration

Capital assets. The Township’s investment in capital assets for its governmental and business
type activities as of December 31, 2004, amounted to $4,930,212 (net of accumulated
depreciation). This investment in capital assets includes land, buildings and system,
improvements, machinery and equipment, and vehicles. The total increase in the Township’s
investment in capital assets for the current fiscal year was 1.8 percent (an 8.5 percent decrease
for governmental activities and a 2.1 percent increase for business-type activities).

Major capital asset events during the current fiscal year included the sale of a sewer investment
and the payoff of the authority installment loan.

Charter Township of Watertown’s Capital Assets
(net of depreciation)

Governmental Business-type
activities activities Total
Land $ 41,570 $ - $ 41,570
Construction in progress - 53,622 53,622
Systems - 4,733,453 4,733,453
Buildings and improvements 73,898 - 73,898
Equipment 27,669 - 27,669
Total $ 143,137 $ 4,787,075 $ 4,930,212

Additional information on the Township’s capital assets can be found in Note I11.C on pages 33-
34 of this report.

Long-term debt. At the end of the current fiscal year, the Township had total bonded debt
outstanding of $3,271,005. This is comprised of bonds secured solely by specified revenue
sources (i.e., revenue bonds).



Township of Watertown’s Outstanding Debt
General Obligation and Revenue Bonds

Governmental Business-type
activities activities Total
Revenue bonds $ 94,005 $ 3,177,000 $ 3,271,005

The Township’s bonded debt decreased by $246,335 (7.0 percent) during the current fiscal year,
with no new debt issuances.

Additional information on the Township’s long-term debt can be found in Note III.F. on pages
35-37 of this report.

Economic Factors and Next Year’s Budgets and Rates

The following factors were considered in preparing the Township’s budget for the 2004-05 fiscal
year:

Several considerations were made to reduce the budget costs in lieu of recent State revenue
sharing cuts and rising insurance costs. The cost of wages and benefits was reduced by the
elimination of 1 full time staff person and the partial reduction of an administrative position.
Concessions were achieved with the fire authority delaying the hiring of additional staff. Overall,
each department was committed to achieving a 7.7% budget reduction for all remaining
expenditure line items for the 2004-05 fiscal year.

During the current fiscal year, unreserved fund balance in the general fund decreased by
$105,691 to $1,379,679. The Township has appropriated $122,210 of general fund unreserved
fund balance for spending in the 2004-05 fiscal year budget.

Requests for Information
This financial report is designed to provide a general overview of the Township’s finances for all
those with an interest in the government’s finances. Questions concerning any of the information

provided in this report or requests for additional financial information should be addressed to the
Township Supervisor, 12803 S. Wacousta Road, Grand Ledge, Michigan 48837.
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BASIC FINANCIAL STATEMENTS



GOVERNMENT-WIDE FINANCIAL STATEMENTS



WATERTOWN CHARTER TOWNSHIP, MICHIGAN
Statement of Net Assets
December 31, 2004

Assets
Cash and cash equivalents
Investments
Receivables, net
Internal balances
Prepaid items and other assets
Restricted cash and cash equivalents
Investment in joint venture
Capital assets not being depreciated
Capital assets being depreciated, net

Total assets

Liabilities
Accounts payable and accrued expenses
Unearned revenue
Long-term liabilities:
Due within one year
Due in more than one year

Total liabilities

Net assets
Invested in capital assets, net of related debt
Restricted for:
Debt service
Capital projects
Other purposes
Unrestricted

Total net assets

The accompanying notes are an integral part of these financial statements.

Primary Government

Governmental  Business-type
Activities Activities Total

$ 636,972 $ 940,376 $ 1,577,348
1,385,076 3,218,556 4,603,632
686,234 2,236,117 2,922,351
20,988 (20,988) -
18,448 42,289 60,737
- 81,337 81,337
- 637,601 637,601
41,570 53,622 95,192
101,567 4,733,453 4,835,020
2,890,855 11,922,363 14,813,218
29,351 154,201 183,552
995,840 - 995,840
31,335 290,000 321,335
76,448 2,870,505 2,946,953
1,132,974 3,314,706 4,447,680
143,137 1,626,570 1,769,707
3,552 - 3,552
92,715 - 92,715
187,270 - 187,270
1,331,207 6,981,087 8,312,294
$ 1,757,881 $ 8,607,657 $ 10,365,538
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN

Statement of Activities
For the Year Ended December 31, 2004

Program Revenues

Operating Capital
Charges Grants and Grants and Net (Expense)
Functions/Programs Expenses for Services  Contributions  Contributions Revenue
Primary government
Governmental activities:
Legislative $ 35741 3% - $ - 3 - 3 (35,741)
General government 657,841 41,496 - - (616,345)
Public safety 665,546 42,982 - - (622,564)
Public works 273,077 - - 27,524 (245,553)
Community and economic development 62,362 365,474 - - 303,112
Recreation and cultural 85,305 19,280 1,802 - (64,223)
Interest on long-term debt 23,903 210 - - (23,693)
Total governmental activities 1,803,775 469,442 1,802 27,524 (1,305,007)
Business-type activities:
Sewage disposal 578,569 597,563 - - 18,994
Water extension 233,124 211,946 - - (21,178)
Total business-type activities 811,693 809,509 - - (2,184)
Total primary government $ 2,615,468 $ 1,278,951 $ 1,802 $ 27,524 $  (1,307,191)
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN
Statement of Activities (Concluded)
For the Year Ended December 31, 2004

Primary Government

Governmental  Business-type

Functions/Programs Activities Activities Total
Changes in net assets
Net (expense) revenue $ (1,305,007) $ (2,184) $ (1,307,191)
General revenues:
Property taxes 896,957 - 896,957
Grants and contributions not restricted
to specific programs 410,216 - 410,216
Other unrestricted revenue 119,211 - 119,211
Unrestricted investment earnings 36,598 - 36,598
Gain on investment in joint venture - 326,476 326,476
Special item:
Gain on sale of investment in joint venture - 2,823,198 2,823,198
Transfers - internal activities 927,642 (927,642) -
Total general revenues, special item
and transfers 2,390,624 2,222,032 4,612,656
Change in net assets 1,085,617 2,219,848 3,305,465
Net assets, beginning of year, as restated 672,264 6,387,809 7,060,073
Net assets, end of year $ 1,757,881 $ 8,607,657 $ 10,365,538

The accompanying notes are an integral part of these financial statements.
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FUND FINANCIAL STATEMENTS



Assets

WATERTOWN CHARTER TOWNSHIP, MICHIGAN

Cash and cash equivalents

Investments

Taxes receivable

Special assessments receivable
Accounts receivable

Due from other governments
Due from other funds

Prepaid expenditures

TOTAL ASSETS

Balance Sheet

Governmental Funds
December 31, 2004

LIABILITIES AND FUND BALANCES

Liabilities

Accounts payable

Accrued wages
Other liabilities

Deferred revenue

Total liabilities

Fund balances

Reserved for prepaids

Unreserved:

Designated for subsequent
year expenditures

Undesignated

Undesignated, reported in nonmajor:
Special revenue funds
Debt service funds
Capital projects funds

Total fund balances

TOTAL LIABILITIES
AND FUND BALANCES

Nonmajor

General Funds Totals
$ 570,005 $ 66,967 636,972
1,153,518 231,558 1,385,076
505,776 19,459 525,235
38,479 - 38,479
16,552 2,650 19,202
103,318 - 103,318
20,988 - 20,988
18,448 - 18,448
$ 2,427,084 $ 320,634 2,747,718
$ 8,562 $ - 8,562
15,815 - 15,815
4,295 - 4,295
1,000,285 36,418 1,036,703
1,028,957 36,418 1,065,375
18,448 - 18,448
122,210 - 122,210
1,257,469 - 1,257,469
- 187,270 187,270
- 4,231 4,231
- 92,715 92,715
1,398,127 284,216 1,682,343
$ 2,427,084 $ 320,634 2,747,718

The accompanying notes are an integral part of these financial statements.
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN
Reconciliation of Fund Balances on the Balance Sheet
for Governmental Funds to Net Assets
of Governmental Activities on the Statement of Net Assets
December 31, 2004

Fund balances - total governmental funds $ 1,682,343

Amounts reported for governmental activities in the statement of net assets are different
because:

Capital assets used in governmental activities are not financial resources, and therefore

not reported in the funds.
Add: capital assets not being depreciated 41,570
Add: capital assets being depreciated 101,567

Because the focus of governmental funds is on short-term financing, some assets will
not be available to pay for current-period expenditures. Those assets (such as certain
receivables) are offset by deferred revenues in the governmental funds, and thus are not
included in fund balance.
Add: deferred long-term receivables 40,863

Certain liabilities, such as bonds payable, are not due and payable in the current period,
and therefore are not reported in the funds.

Subtract: bonds payable (94,005)

Subtract: compensated absences (13,778)

Subtract: accrued interest on long-term liabilities (679)
Net assets of governmental activities $ 1,757,881

The accompanying notes are an integral part of these financial statements.
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN
Statement of Revenue, Expenditures and Changes in Fund Balances
Governmental Funds

For the Year Ended December 31, 2004

Nonmajor
General Funds Totals
Revenue
Taxes 3 863,298 $ 33,659 $ 896,957
Special assessments 34,404 - 34,404
Licenses and permits 486,118 - 486,118
State revenue sharing 295,886 - 295,886
Charges for services 66,075 9,140 75,215
Interest 36,598 6,346 42,944
Rentals 22,616 - 22,616
Contributions and donations 125,243 - 125,243
Other revenue 21,935 - 21,935
Total revenue 1,952,173 49,145 2,001,318
Expenditures
Current:
Legislative 35,741 - 35,741
General government 638,556 - 638,556
Public safety and health 669,070 - 669,070
Public works 273,077 - 273,077
Community and economic development 62,889 - 62,889
Recreation and cultural 79,689 - 79,689
Capital outlay 7,207 - 7,207
Debt service:
Principal 1,187,421 31,335 1,218,756
Interest 19,921 7,385 27,306
Total expenditures 2,973,571 38,720 3,012,291
Revenue over (under) expenditures (1,021,398) 10,425 (1,010,973)
Other financing sources
Transfers in 927,642 - 927,642
Net change in fund balances (93,756) 10,425 (83,331)
Fund balances, beginning of year, as restated 1,491,883 273,791 1,765,674
Fund balances, end of year $ 1,398,127 $ 284,216 $ 1,682,343

The accompanying notes are an integral part of these financial statements.
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN
Reconciliation of the Statement of Revenue, Expenditures
and Changes in Fund Balances
of Governmental Funds to the Statement of Activities
For the Year Ended December 31, 2004

Net change in fund balances - total governmental funds

Amounts reported for governmental activities in the statement of activities are different because:

Governmental funds report capital outlays as expenditures. However, in the statement of
activities, the cost of those assets is allocated over their estimated useful lives and reported as

depreciation expense.
Subtract: depreciation expense

Revenues in the statement of activities that do not provide current financial resources are not

reported as revenues in the funds, but rather are deferred to following years.
Subtract: current year revenue received on long-term receivables

Repayment of bond principal is an expenditure in the governmental funds, but the repayment

reduces long term-liabilities.
Add: principal payments on long-term liabilities

Some expenses reported in the statement of activities do not require the use of current financial

resources and therefore are not reported as expenditures in governmental funds.
Subtract: increase in the accrual for accrued interest on bonds
Add: decrease in the accrual of compensated absences

Change in net assets of governmental activities

The accompanying notes are an integral part of these financial statements.
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN
Statement of Revenue, Expenditures and Changes in Fund Balance
Budget and Actual
General Fund
For the Year Ended December 31, 2004

Actual over
Original Final (under) Final
Budget Budget Actual Budget
Revenue
Taxes $ 859415 $ 859,415 $ 863,298 3 3,883
Special assessments - - 34,404 34,404
Licenses and permits:
Landfill 56,896 56,896 56,957 61
Planning, zoning & building 205,900 376,900 365,474 (11,426)
Franchise fees 42,580 42,580 63,687 21,107
State revenue sharing 324,000 324,000 295,886 (28,114)
Charges for services:
Fire runs 15,500 15,500 42,982 27,482
Cemetery 8,820 8,820 10,412 1,592
Parks and recreation 7,000 7,000 3,753 (3,247)
Other 500 500 8,928 8,428
Interest 21,053 21,053 36,598 15,545
Rentals:
Parks 5,000 5,000 6,416 1,416
Other 14,800 14,800 16,200 1,400
Contributions and donations:
G.L.IT. 115,000 115,000 114,330 (670)
Parks 12,100 12,100 10,913 (1,187)
Other revenue 50 50 21,935 21,885
Total revenue 1,688,614 1,859,614 1,952,173 92,559
Expenditures
Legislative
Township board 56,627 56,627 35,741 (20,886)
General government
Supervisor 16,170 16,170 15,829 (341)
Elections 5,786 6,586 6,547 (39)
Assessor 48,795 48,795 46,896 (1,899)
Attorney 50,000 50,000 14,068 (35,932)
Clerk 50,895 50,895 50,324 (571)
Board of review 778 778 581 (197)
Treasurer 51,557 51,557 50,671 (886)
General services administration 377,677 377,677 338,378 (39,299)
Buildings and grounds 117,499 117,499 87,142 (30,357)
Other property 3,850 3,850 1,333 (2,517)
Cemetery 4,606 5,356 2,776 (2,580)
Insurance 23,300 24,120 22,731 (1,389)
Refunds and rebates 5,150 5,150 1,280 (3,870)
Total general government 756,063 758,433 638,556 (119,877)
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN

Statement of Revenue, Expenditures and Changes in Fund Balance

Budget and Actual
General Fund

For the Year Ended December 31, 2004

Expenditures (continued)
Public safety and health
Public safety and health
Building inspection
Total public safety and health
Public works
Drains at large
Highways, streets, and bridges
Street lighting
Total public works

Community and economic development
Planning and zoning

Recreation and cultural
Parks and recreation

Capital outlay
Debt service
Principal
Interest
Total debt service
Total expenditures

Revenue over (under) expenditures

Other financing sources
Transfers in

Net change in fund balances
Fund balance, beginning of year, as restated

Fund balance, end of year

Actual over
Original Final (under) Final
Budget Budget Actual Budget
$ 372026 $ 372026 $ 350903 $ (21,123)
156,455 328,255 318,167 (10,088)
528,481 700,281 669,070 (31,211)
5,000 36,000 35,995 (5)
297,500 297,500 222,527 (74,973)
2,500 2,500 14,555 12,055
305,000 336,000 273,077 (62,923)
78,453 78,453 62,889 (15,564)
67,181 81,231 79,689 (1,542)
14,800 14,800 7,207 (7,593)
103,524 1,207,343 1,187,421 (19,922)
- - 19,921 19,921
103,524 1,207,343 1,207,342 (1)
1,910,129 3,233,168 2,973,571 (259,597)
(221,515)  (1,373,554)  (1,021,398) 352,156
23,910 1,095,899 927,642 (168,257)
(197,605) (277,655) (93,756) 183,899
1,491,883 1,491,883 1,491,883 -
$ 1294278 $ 1214228 $ 1,398,127 $ 183,899

The accompanying notes are an integral part of these financial statements.
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN

Statement of Net Assets
Proprietary Funds
December 31, 2004

Sewage Water
Disposal Extension Totals
Assets
Current assets:
Cash and cash equivalents $ 762,074 $ 178,302 940,376
Investments 2,913,715 304,841 3,218,556
Accounts receivable 14,234 - 14,234
Interest receivable 73,443 56,356 129,799
Current portion of special assessments receivable 13,688 9,364 23,052
Deferred charges 22,472 19,817 42,289
Noncurrent assets:
Restricted cash 2,098 79,239 81,337
Special assessments receivable, net of current portion 1,120,679 948,353 2,069,032
Investment in joint venture 637,601 - 637,601
Capital assets not being depreciated 53,622 - 53,622
Capital assets being depreciated 3,067,014 1,666,439 4,733,453
Total assets 8,680,640 3,262,711 11,943,351
Liabilities
Current liabilities:
Accounts payable 107,394 - 107,394
Accrued interest payable 27,286 19,521 46,807
Due to other funds 20,988 - 20,988
Current portion of long-term debt 130,000 160,000 290,000
Long-term liabilities:
Due in more than one year 1,573,617 1,296,888 2,870,505
Total liabilities 1,859,285 1,476,409 3,335,694
Net assets
Invested in capital assets, net related debt 1,417,019 209,551 1,626,570
Unrestricted 5,404,336 1,576,751 6,981,087
Total net assets $ 6,821,355 $ 1,786,302 8,607,657

The accompanying notes are an integral part of these financial statements.
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN

Statement of Revenue, Expenses
and Changes in Fund Net Assets
Proprietary Funds

For the Year Ended December 31, 2004

Sewage Water
Disposal Extension Totals
Operating revenue
User fee charges $ 243,285 $ 24,043 $ 267,328
Hook-up fees and permits 240,862 123,640 364,502
Total operating revenue 484,147 147,683 631,830
Operating expense
General administration 153,721 137,193 290,914
Sewage plant administration 233,181 - 233,181
Depreciation 105,181 29,481 134,662
Total operating expense 492,083 166,674 658,757
Operating income (loss) (7,936) (18,991) (26,927)
Non-operating revenue (expenses)
Interest revenue 113,416 64,263 177,679
Interest expense (86,486) (66,450) (152,936)
Gain on sale of investment in SCCMUA 2,823,198 - 2,823,198
Gain on investment in SCCMUA 326,476 - 326,476
Total non-operating revenue (expenses) 3,176,604 (2,187) 3,174,417
Income (loss) before transfers 3,168,668 (21,178) 3,147,490
Transfers
Transfers (out) (921,460) (6,182) (927,642)
Change in net assets 2,247,208 (27,360) 2,219,848
Net assets, beginning of year, as restated 4,574,147 1,813,662 6,387,809
Net assets, end of year $ 682135 $ 1,786,302 $ 8,607,657

The accompanying notes are an integral part of these financial statements.
-21-



WATERTOWN CHARTER TOWNSHIP, MICHIGAN
Statement of Cash Flows
Proprietary Funds
For the Year Ended December 31, 2004

Sewage Water
Disposal Extension Totals
Cash flows from operating activities
Cash received from customers $ 483,427 $ 147,683 $ 631,110
Cash payments to suppliers for goods and services (348,843) (137,193) (486,036)
Net cash provided by (used in) operating activities 134,584 10,490 145,074
Cash flows from non-capital financing activities
Transfers (out) (921,460) (6,182) (927,642)
Net cash provided (used) by non-capital
financing activities (921,460) (6,182) (927,642)
Cash flows from capital and related
financing activities
Purchase of capital assets (262,738) - (262,738)
Payments received on special assessments 393,753 331,290 725,043
Bond issuance costs paid (12,962) - (12,962)
Interest payments (88,671) (75,542) (164,213)
Principal payments (155,000) (60,000) (215,000)
Net cash provided (used) by capital and
related financing activities (125,618) 195,748 70,130
Cash flows from investing activities
Purchases of investments (2,418,715) (177,841) (2,596,556)
Interest received 118,834 60,010 178,844
Proceeds from sale of investment in SCCMUA 2,900,010 - 2,900,010
Net cash provided by investing activities 600,129 (117,831) 482,298
Net increase (decrease) in cash and
cash equivalents (312,365) 82,225 (230,140)
Cash and cash equivalents, beginning of year 1,076,537 175,316 1,251,853
Cash and cash equivalents, end of year $ 764,172 $ 257541 $ 1,021,713
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN
Statement of Cash Flows

Proprietary Funds (Concluded)

For the Year Ended December 31, 2004

Reconciliation to the Statement of Net Assets
Cash and cash equivalents
Restricted cash

Cash flows from operating activities
Operating income (loss)
Adjustments to reconcile operating income (loss) to
net cash provided by operating activities:
Depreciation
(Increase) decrease in:
Accounts receivable
Increase (decrease) in:
Accounts payable
Due to other funds

Net cash provided (used) by operating activities $

Non-cash transactions
Gain on investment in SCCMUA

The accompanying notes are an integral part of these financial statements.
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Sewage Water
Disposal Extension Totals
$ 762,074 $ 178,302 $ 940,376
2,098 79,239 81,337
$ 764,172 $ 257,541 $ 1,021,713
$ (7,936) $ (18,991) $ (26,927)
105,181 29,481 134,662
(720) - (720)
17,071 - 17,071
20,988 - 20,988
134584 $ 10,490 $ 145,074
$ 326,476 $ - $ 326,476



WATERTOWN CHARTER TOWNSHIP, MICHIGAN
Statement of Fiduciary Net Assets
December 31, 2004

Agency
Fund
Assets
Cash and cash equivalents $ 1,635,731
Investments 587
Total assets $ 1,636,318
Liabilities
Current tax distributions and deposits payable $ 1,636,318

The accompanying notes are an integral part of these financial statements.
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN

Notes to the Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A.

Reporting entity

Watertown Charter Township, Michigan is a municipal corporation governed by an elected
supervisor and a seven-member board. The Township has adopted the position of the
Governmental Accounting Standards Board (GASB) Statement #14 regarding the
definition of reporting entity and has determined that no entities should be consolidated
into the financial statements as component units. The criteria for including a component
unit include significant operational or financial relationships with the government.

Government-wide and fund financial statements

The government-wide financial statements (i.e., the statement of net assets and the
statement of activities) report information on all of the nonfiduciary activities of the
primary government. For the most part, the effect of interfund activity has been removed
from these statements. Governmental activities, which normally are supported by taxes and
intergovernmental revenues, are reported separately from business-type activities, which
rely to a significant extent on fees and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues. Direct expenses are those that are
clearly identifiable with a specific function or segment. Program revenues include: 1)
charges to customers or applicants who purchase, use, or directly benefit from goods,
services, or privileges provided by a given function or segment and 2) grants and
contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and
fiduciary funds, even though the latter are excluded from the government-wide financial
statements. Major individual governmental funds and major individual enterprise funds are
reported as separate columns in the fund financial statements.
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN

Notes to the Financial Statements

C. Measurement focus, basis of accounting, and financial statement presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the proprietary fund and
fiduciary fund financial statements, except for agency funds, which do not have a
measurement focus. Revenues are recorded when earned and expenses are recorded when a
liability is incurred, regardless of the timing of related cash flows. Property taxes are
recognized as revenues in the year for which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the provider have
been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized
as soon as they are both measurable and available. Revenues are considered to be available
when they are collectible within the current period or soon enough thereafter to pay
liabilities of the current period.

For this purpose, the government considers revenues to be available if they are collected
within 60 days of the end of the current fiscal period. Expenditures generally are recorded
when a liability is incurred, as under accrual accounting. However, debt service
expenditures, as well as expenditures related to compensated absences and claims and
judgments, are recorded only when payment is due.

Property taxes, franchise taxes, intergovernmental revenue, licenses, and interest associated
with the current fiscal period are all considered to be susceptible to accrual and so have
been recognized as revenues of the current fiscal period. Only the portion of special assess-
ments receivable due within the current fiscal period is considered to be susceptible to
accrual as revenue of the current period. All other revenue items are considered to be
measurable and available only when the government receives cash.

The government reports the following major governmental funds:
The general fund is the government’s primary operating fund. It accounts for all
financial resources of the general government, except those required to be accounted for
in another fund.

The government reports the following major proprietary funds:

The sewage disposal fund accounts for the activities of the government’s sewage
disposal system.

The water extension fund accounts for the activities of the government’s water
distribution system.
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN

Notes to the Financial Statements

Additionally, the government reports the following fund types:

Special revenue funds. These funds account for revenue sources that are legally
restricted to expenditures for specific purposes not including major capital projects.

Debt service funds. These funds account for the resources accumulated and payments
made for principal and interest on long-term general obligation debt of governmental
funds.

Capital projects funds. These funds account for revenue sources that are legally
restricted to expenditures for major capital projects.

Agency funds. These funds account for assets held for other governments in an agency
capacity.

Private-sector standards of accounting and financial reporting issued prior to December 1,
1989, generally are followed in both the government-wide and proprietary fund financial
statements to the extent that those standards do not conflict with or contradict guidance of
the Governmental Accounting Standards Board. Governments also have the option of
following subsequent private-sector guidance for their business-type activities and
enterprise funds, subject to this same limitation. The government has elected not to follow
subsequent private-sector guidance.

As a general rule the effect of interfund activity has been eliminated from the gov-
ernment-wide financial statements. Exceptions to this general rule are payments-in-lieu of
taxes and other charges between the government’s water and sewer function and various
other functions of the government. Elimination of these charges would distort the direct
costs and program revenues reported for the various functions concerned.

Amounts reported as program revenues include: 1) charges to customers or applicants for
goods, services, or privileges provided, 2) operating grants and contributions, and 3) capital
grants and contributions, including special assessments. Internally dedicated resources are
reported as general revenues rather than as program revenues. Likewise, general revenues
include all taxes.
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN

Notes to the Financial Statements

Proprietary funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services and producing
and delivering goods in connection with a proprietary fund’s principal ongoing operations.
The principal operating revenues of the sewage disposal and water enterprise funds are
charges to customers for sales and services. The enterprise fund also recognizes as
operating revenues the portion of tap fees intended to recover the cost of connecting new
customers to the system. Operating expenses for enterprise funds include the cost of sales
and services, administrative expenses, and depreciation on capital assets. All revenues and
expenses not meeting this definition are reported as nonoperating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the government's
policy to use restricted resources first, then unrestricted resources as they are needed.

D. Assets, liabilities and net assets/equity
1. Deposits and investments

The government’s cash and cash equivalents are considered to be cash on hand,
demand deposits and short-term investments with original maturities of three months or
less from the date of acquisition.

State statutes authorize the government to deposit in the accounts of federally insured
banks, credit unions, and savings and loan associations, and to invest in obligations of
the U.S. Treasury, certain commercial paper, repurchase agreements, bankers
acceptances, and mutual funds composed of otherwise legal investments.

Investments, if any, are reported at fair value.
2. Receivables and payables

Activity between funds that are representative of lending/borrowing arrangements
outstanding at the end of the fiscal year are referred to as either “due to/from other funds”
(i.e., the current portion of interfund loans) or “advances to/from other funds” (i.e., the
non-current portion of interfund loans). All other outstanding balances between funds are
reported as “due to/from other funds.” Any residual balances outstanding between the
governmental activities and business-type activities are reported in the government-wide
financial statements as “internal balances.”

3. Prepaid items

Certain payments to vendors reflect costs applicable to future accounting periods and
are recorded as prepaid items in both government-wide and fund financial statements.
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN

Notes to the Financial Statements

4. Capital assets

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g.,
roads, bridges, sidewalks, and similar items), are reported in the applicable
governmental or business-type activities columns in the government-wide financial
statements. The government defines capital assets as assets with an initial, individual
cost of more than $5,000 and an estimated useful life in excess of two years. Such
assets are recorded at historical cost or estimated historical cost if purchased or
constructed. Donated capital assets are recorded at estimated fair value at the date of
donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or
materially extend assets lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are
constructed. Interest incurred during the construction phase of capital assets of
business-type activities, if any, is included as part of the capitalized value of the assets
constructed. No such interest expense was incurred during the current fiscal year.

Capital assets of the primary government are depreciated using the straight-line method
over the following estimated useful lives:

Assets Years
Buildings 15-40
System infrastructure 40
Vehicles 5
Equipment 5-10

5. Compensated absences

It is the government’s policy to permit eligible employees to accumulate earned but
unused vacation and sick pay benefits. Union employees are allowed to accumulate an
unlimited amount of sick leave and non-union employees are allowed to accumulate
480 hours of sick leave, which is paid only upon illness while in the employ of the
Township or at a rate of 50% upon retirement. Union employees are allowed to
accumulate five days of vacation time and non-union employees are allowed to
accumulate ten days of vacation time. Employees are only paid for unused vacation at
the time of termination. A liability for these amounts is reported in governmental funds
only if they have matured, for example, as a result of employee resignations or
retirements.
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN

Notes to the Financial Statements

6. Long-term obligations

In the government-wide financial statements, and proprietary fund types in the fund
financial statements, long-term debt and other long-term obligations are reported as
liabilities in the applicable governmental activities, business-type activities, or
proprietary fund type statement of net assets. Bond premiums and discounts, as well as
Issuance costs, are deferred and amortized over the life of the bonds using the effective
interest method. Bonds payable are reported net of the applicable bond premium or
discount. Bond issuance costs are reported as deferred charges and amortized over the
term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums
and discounts, as well as bond issuance costs, during the current period. The face
amount of debt issued is reported as other financing sources. Premiums received on
debt issuances are reported as other financing sources while discounts on debt issuances
are reported as other financing uses. Issuance costs, whether or not withheld from the
actual debt proceeds received, are reported as debt service expenditures.

7. Fund equity

In the fund financial statements, governmental funds report reservations of fund
balance for amounts that are not available for appropriation or are legally restricted by
outside parties for use for a specific purpose. Designations of fund balance, if any,
represent tentative management plans that are subject to change.

Il. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A.

Budgetary information

Annual budgets are adopted on a basis consistent with generally accepted accounting
principles for the general and special revenue funds. All annual appropriations lapse at
fiscal year end.

The budget for the General Fund and the Special Revenue Fund is adopted at the
department level.

The government does not utilize encumbrance accounting.

Excess of expenditures over appropriations

P.A. 621 of 1978, as amended, provides that a local unit shall not incur expenditures in
excess of the amounts appropriated. During the year ended December 31, 2004, the
government incurred in the general fund street lighting expenditures of $14,555 that were

in excess of the amounts appropriated at the legal level of budgetary control in the amount
of $2,500.
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN

Notes to the Financial Statements

I11. DETAILED NOTES ON ALL FUNDS

A. Deposits and investments

At year-end, the carrying amounts of deposits for the Township was $5,233,986. The bank
balance was $5,576,950. Of the bank balance, $2,600,000 was covered by federal
depository insurance. The remaining balance of $2,976,950 was uninsured and
uncollateralized.

The Township believes that due to the dollar amounts of cash deposits and the limits of
FDIC insurance, it is impractical to insure all bank deposits. As a result, the government
evaluates each financial institution with which it deposits government funds and assesses
the level of risk of each institution; only those institutions with an acceptable estimated
risk level are used as depositories.

Investments, if any, are categorized into these three categories of credit risk:

(1) Insured or registered, or securities held by the government or its agent in the
government’s name.

(2)  Uninsured and unregistered, with securities held by the counterparty’s trust
department or agent in the government’s name.

(3) Uninsured and unregistered, with securities held by the counterparty, or by
its trust department or agent but not in the government’s name.

At year-end, the Township’s investments consisted of the following:

Categories Fair
1 2 3 Value
Investments:
Commercial paper $ - $ 597,000 $ - $ 597,000
U.S. government securities - 400,000 - 400,000
Municipal bonds - 100,000 - 100,000

$ - $1097000 $ - 1,097,000
Unclassified as to risk:

Government money market funds 1,567,249
Total investments $2,664,249

A reconciliation of cash and investments as shown on the Statement of Net Assets and
Statement of Fiduciary Net Assets to deposits and investments as classified for note
disclosure purposes is as follows:
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN

Notes to the Financial Statements

Statement of Net Assets

Cash and cash equivalents $ 1,577,348
Investments 4,603,632
Restricted cash and cash equivalents 81,337

Statement of Fiduciary Net Assets

Cash and cash equivalents 1,635,731
Investments 587
$ 7,898,635

Bank deposits (checking and savings
accounts) $ 5,233,986
Investments 2,664,249
Cash on hand 400
$ 7,898,635

B. Receivables
Receivables as of year end are as follows:

Amounts Not

Sewage Water Expected to
Nonmajor Disposal Extension be Collected
General  Governmental Enterprise Enterprise Within
Fund Funds Fund Fund Total One Year

Taxes receivable $ 505776 $ 19,459 $ -$ -$ 525235 $ -
Special assessments receivable 38,479 - 1,134,367 957,717 2,130,563 2,069,032
Accounts receivable 16,552 2,650 14,234 - 33,436 3,011
Interest receivable - - 73,443 56,356 129,799 -
Due from other governments 103,318 - - - 103,318 -
$ 664125 $ 22,109 $ 1,222,044 $ 1,014,073 $ 2,922,351 $ 2,072,043
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN

Notes to the Financial Statements

C. Capital assets

Capital assets activity for the year ended December 31, 2004 was as follows:

January 1, December 31,
2004 Additions Deletions 2004
Governmental Activities
Capital assets not being depreciated:
Land $ 41,570 $ - $ - $ 41,570
Capital assets being depreciated:
Buildings and improvements 150,330 - - 150,330
Equipment 71,609 - - 71,609
Vehicles 20,065 - - 20,065
Total capital assets being depreciated 242,004 - - 242,004
Less accumulated depreciation for:
Buildings and improvements (70,472) (5,960) - (76,432)
Equipment (36,562) (7,378) - (43,940)
Vehicles (20,065) - - (20,065)
Total accumulated depreciation (127,099) (13,338) - (140,437)
Total capital assets being depreciated, net 114,905 (13,338) - 101,567
Governmental activities capital assets, net $ 156,475 $ (13,338) $ - $ 143,137
Business-type Activities
Capital assets not being depreciated:
Construction in progress $ 1,484,493 $ 237,123 $ 1,667,994 3 53,622
Capital assets being depreciated:
Sewage disposal system 3,928,783 552,980 - 4,481,763
Water extension 623,594 1,111,301 1,734,895
Total capital assets being depreciated 4,552,377 1,664,281 - 6,216,658
Less accumulated depreciation for:
Sewage disposal system (1,309,568) (105,181) (1,414,749)
Water extension (38,975) (29,481) (68,456)
Total accumulated depreciation (1,348,543) (134,662) - (1,483,205)
Total capital assets being depreciated, net 3,203,834 1,529,619 - 4,733,453
Business-type activities capital assets, net $ 4,688,327 $ 1,766,742 $ 1,667,994 $ 4,787,075

-33-



WATERTOWN CHARTER TOWNSHIP, MICHIGAN

Notes to the Financial Statements

Depreciation expense was charged to functions/programs of the Township as follows:

Governmental activities:

General government $ 6,154
Recreation and cultural 7,184
Total depreciation expense - governmental activities $ 13,338

Business-type activities:

Sewage disposal $ 105,181

Water extension 29,481

Total depreciation expense - governmental activities $ 134,662
Payables

Payables as of year end are as follows:

Sewage Water
Government-  Disposal Extension
General Wide Enterprise Enterprise
Fund Statements Fund Fund Total

Accounts payable $ 8,562 $ -$ 107,394 % $ 115,956
Accrued wages 15,815 - - - 15,815
Accrued interest payable - 679 27,286 19,521 47,486
Other liabilities 4,295 - - - 4,295
$ 28,672 $ 679 % 134,680 $ 19,521 $ 183,552

Interfund receivables, payables and transfers

At December 31, 2004, the General Fund reported an interfund receivable of $20,988 and
the Sewage Disposal Enterprise Fund reported an interfund payable of $20,988 in the fund
financial statements.

For the year ended June 30, 2004, interfund transfers consisted of $921,460 and $6,182

from the Sewage Disposal Enterprise Fund and the Water Extension Enterprise Fund,
respectively, to the General Fund.
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Transfers are used to: (1) move revenues from the fund that is required to collect them to
the fund that is required or allowed to expend them; (2) move receipts restricted to or
allowed for debt service from the funds collecting the receipts to the debt service fund as
debt service payments become due; and (3) use unrestricted revenues collected to finance
various programs accounted for in other funds in accordance with budgetary
authorizations.

For the year ended December 31, 2004, the Sewage Disposal and Water Extension
Enterprise Funds transferred funds to reimburse the General Fund for administrative costs
and to reimburse the General Fund for prior year operating subsidies.

Long-term debt

General obligation bonds. The government issues general obligation bonds to provide
funds for the acquisition and construction of major capital facilities. General obligation
bonds have been issued for both governmental and business-type activities. The original
amount of general obligation bonds issued in prior years for the governmental and business-
type activities debt listed below was $3,265,121. No general obligation bonds were issued
during the current year.

General obligation bonds are direct obligations and pledge the full faith and credit of the
government. These bonds are issued as 10 to 20-year serial bonds with varying amounts of
principal maturing each year. General obligation bonds currently outstanding are as follows:

Governmental Activities:
Bonds Payable:
$470,025 wastewater treatment plant bonds due in
annual installments of $6,267 to $31,335 through
May 1, 2007, interest at 5.8% to 7% $ 94,005

Business-type Activities:
Bonds Payable:
$343,000 sanitary sewer improvement project special
assessment bonds due in annual installments of $8,000
to $26,000 through May 1, 2010, interest at 6.8% $ 152,000

$995,000 sewage disposal system bonds due in annual
installments of $56,580 to $104,730 through
March 1, 2020, interest at 5.1% to 7.5% 945,000

$100,000 general obligation limited tax bonds due in

annual installments of $20,000 through August 1, 20009,
interest at 2.3% to 2.9% 100,000
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$510,000 special assessment bonds due in annual
installments of $35,000 to $45,000 through August 1,
2018, interest at 2.3% to 4.1% $ 510,000

$275,000 special assessment bonds due in annual
installments of $11,900 to $47,175 through May 1,
2010, interest at 4.6% to 5% 180,000

$275,000 special assessment bonds due in annual
installments of $7,995 to $47,883 through May 1,
2009, interest at 4.7% to 5.2% 150,000

$990,000 special assessment bonds due in annual

installments of $70,000 to $75,000 through

August 1, 2018, interest at 2.6% to 4.6% 990,000
$150,000 general obligation limited tax bonds due

in annual installments of $30,000 through August 1,
2009, interest at 2.3% to 2.9% 150,000

$ 3,177,000

Annual debt service requirements to maturity for bonds are as follows:

Year

Ended Governmental Activities Business-type Activities

December 31 Principal Interest Principal Interest
2005 $ 3133 $ 5092 $ 290,000 $ 134,691
2006 31,335 3,055 295,000 123,036
2007 31,335 1,018 300,000 111,596
2008 - - 300,000 99,884
2009 - - 301,000 87,682
2010-2014 - - 881,000 302,193
2015-2019 - - 750,000 110,518
2020 - - 60,000 1,754

$ 94005 $ 9,165 $3,177,000 $ 971,354
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Changes in Long-Term Debt. Long-term liability activity for the year ended December 31,
2004, was as follows:

Beginning Ending Due Within
Balance Additions Reductions Balance One Year
Primary Government
Governmental activities
Bonds $ 125,340 $ - $ 31335 % 94,005 $ 31,335
Installment loan 1,187,421 - 1,187,421 - -
Compensated absences 13,473 1,304 999 13,778 -

$ 1,326,234 $ 1,304 $ 1,219,755  $ 107,783 $ 31,335

Business-type activities

Bonds $ 3,392,000 $ - $ 215000 $ 3,177,000 $ 290,000

Deduct unamortized bond
discounts (17,875) - (1,380) (16,495) -
$ 3,374,125 % - $ 213620 $ 3,160,505 $ 290,000

For the governmental activities, compensated absences are liquidated by the general fund.

1IV. OTHER INFORMATION
A. Joint ventures

Southern Clinton County Municipal Utilities Authority

The Southern Clinton County Municipal Utilities Authority was created by contractual
agreement between the Township, DeWitt Charter Township, Bath Charter Township, and
the City of DeWitt to operate, maintain, administer and manage the sewage disposal system
for the benefit of the contracting municipalities. Currently, the Township’s ownership
percentage in the joint venture is 16.202%. During the year ended December 31, 2004, the
Township sold 4% of it’s ownership share to Bath Charter Township resulting in a gain on
sale of investment in SCCMUA of $2,823,198. As of December 31, 2004, the Township’s
share of the Authority’s net assets was $637,601. Separate financial statements for the
Southern Clinton County Municipal Utilities Authority are available at the office of the
Authority at 3671 W. Herbison Road, DeWitt, M1l 48820.
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Looking Glass Regional Fire Authority

The Township created a joint fire department with Eagle Township to be known as the
Looking Glass Regional Fire Authority. The Authority will provide fire protection services
to the entire geographical area comprising Eagle Township and the Charter Township of
Watertown, and may contract with other municipalities to provide fire protection services.
Currently, the Authority is funded primarily through contributions from Watertown Charter
Township (65%) and Eagle Township (35%). During the year ended December 31, 2004,
the Township contributed $229,902 to the Authority. Separate financial statements for the
Looking Glass Regional Fire Authority are available at the office of the Authority at 7720
W. Grand River Avenue, Grand Ledge, MI 48837.

Risk management

The Township is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters.
During the year ended December 31, 2004, the government carried commercial insurance
to cover all risks of losses. The Township has had no settled claims from these risks that
exceeded its commercial coverage in any of the past three fiscal years.

Property taxes

The government’s property taxes are levied on the assessed taxable value of property in
the Township each December 1, which is the lien date, and are due in full by March 1 of
the succeeding year, at which time uncollected taxes become delinquent. The December 1
levy is recorded as a receivable and deferred revenue at year end because it is intended to
fund expenditures of the following fiscal year.

Assessed values as established annually by the government, and subject to acceptance by
the County, are equalized by the State at an estimated 50% of current market value. Real
and personal property in the Township for the 2003 levy were assessed and equalized at
$159,519,201 (not including properties subject to Industrial Facilities Tax exemption),
representing roughly 50% of estimated current market value. The government’s general
operating tax rate for the 2003 levy was 4.6916 mills, with an additional 0.2000 mills for
debt retirement.
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Pension plan

The Watertown Charter Township Group Pension Plan is a defined contribution pension
plan established by the Township to provide retirement benefits to all participating full-
time employees of the Township. Plan provisions and contribution requirements are
established and may be amended by the Township Board. The Township is required to
contribute 10% of employee gross earnings. Employee contributions are optional.
Employee contributions vest immediately, whereas employer contributions vest at a rate
of 20% per year.

For the year ended December 31, 2004, the Township’s contribution to the Plan was
$31,710. Employee contributions were $11,174.

Commitments

The Township is obligated for a recycling contract with future contracted payments
through December 31, 2006 in the amount of $228,660 as of December 31, 2004, which
are expected to be paid by the General Fund. The Township is also obligated for sewer
construction contracts in the amount of $824,037 at December 31, 2004, which are
expected to be paid by the Sewage Disposal Enterprise Fund.

State Construction Code Act Compliance

Public Act 245 of 1999 amended the State Construction Act to require Michigan
municipal governments to establish fees that bear a reasonable relationship to the cost of
operating their building departments, effective January 1, 2000. The Township has elected
to record this activity in the General Fund.

For the year ended December 31, 2004, the Township’s revenue and expenditures related
to its building department were as follows:

Revenue — Building fee revenue $ 350,047
Expenditures 344,272
Current year gain $ BT75
Losses absorbed in 2000-2003 $ 8418
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Restatements

The beginning net assets of the Water and Sewer Enterprise Fund and the Local
Development Finance Authority (component unit) were reduced by $29,418 and $57,703,
respectively, to properly recognize accrued interest payable not recorded in the prior year.

As of and for the year ended June 30, 2004, the Township implemented the following
Governmental Accounting Standards Board pronouncements:

Statements
= No. 34 - Basic Financial Statements — and Management’s Discussion and

Analysis — for State and Local Governments

= No. 37 — Basic Financial Statements — and Management’s Discussion and
Analysis — for State and Local Governments: Omnibus

= No. 38 — Certain Financial Statement Note Disclosures

Interpretation
= No. 6 - Recognition and Measurement of Certain Liabilities and

Expenditures in Governmental Fund Financial Statements

The above pronouncements are all related to the new financial reporting requirements
for all state and local governments. These pronouncements are scheduled for a phased
implementation (based on the size of the government) through fiscal years ending in
2005. The Township was required to implement the new requirements no later than the
current fiscal year ending December 31, 2004.

The more significant of the changes required by the new standards include:
=  Management’s discussion and analysis;

= Basic financial statements that include:

e Government-wide financial statements, prepared using the economic
resources measurement focus and the accrual basis of accounting;

e Fund financial statements, consisting of a series of statements that focus
on a government’s major governmental funds and enterprise funds;

e Schedules to reconcile the fund financial statements to the government-
wide financial statements;

e Notes to the basic financial statements.

As a result of implementing these pronouncements for the year ended December 31,

2004, the following restatements were made to beginning fund balance and net asset
accounts.
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Fund financial statements.

Governmental funds. The beginning fund balance of the General Fund was
increased by $60,302 for the proper recognition of state revenue sharing payments
due from the State of Michigan in the amount of $51,585 and for the proper
recognition of tax administration fee revenues previously held in Agency funds in
the amount of $8,717.

Proprietary funds. Amounts previously reported as contributed capital in the
proprietary funds were reclassified as net assets. In addition, the beginning net
assets of the Sewage Disposal Enterprise Fund were restated as follows:

Beginning net assets, as previously reported $ 4,172,885
Increased to properly recognize accounts receivable for

sewer billings 13,325
Increased to properly recognize investment in SCCMUA 387,937
Beginning net assets, as restated $ 4574147

Government-wide financial statements. Beginning net assets for governmental activities
were determined as follows:

Fund balances of governmental funds as of 12/31/03,

as restated $ 1,765,674
Add: governmental capital assets, including land and

buildings as of 12/31/03 283,574
Deduct: accumulated depreciation as of 12/31/03 on

above governmental capital assets (127,099)
Add: “unavailable” deferred revenue as of 12/31/03 80,431
Deduct: long-term debt as of 12/31/03 (1,312,761)
Deduct: accrued compensated absences as of 6/30/03 (13,473)
Deduct: accrued interest payable on general obligation

bonds as of 12/31/03 (4,082)
Governmental net assets, restated, as of 1/1/2004 $ 672,264

* Kk Kk Kk kK
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WATERTOWN CHARTER TOWNSHIP, MICHIGAN
Combining Balance Sheet
Nonmajor Governmental Funds
December 31, 2004

Special Debt Capital
Revenue Service Projects
Township Wastewater
Improvement Treatment Cemetery
Revolving Plant Bonds Improvement Totals
Assets
Cash and cash equivalents $ 41,027 $ 21,190 $ 4750 $ 66,967
Investments 146,243 - 85,315 231,558
Taxes receivable - 19,459 - 19,459
Accounts receivable - - 2,650 2,650
TOTAL ASSETS $ 187270 $ 40,649 $ 92,715 $ 320,634
LIABILITIES AND
FUND BALANCES
Liabilities
Accounts payable $ - $ 36,418 $ - $ 36,418
Fund balances
Unreserved:
Designated for subsequent year expenditures - - - -
Undesignated 187,270 4,231 92,715 284,216
Total fund balances 187,270 4,231 92,715 284,216
TOTAL LIABILITIES,
AND FUND BALANCES $ 187,270 $ 40,649 $ 92,715 $ 320,634
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Nonmajor Governmental Funds

For the Year Ended December 31, 2004

Revenue
Taxes and special assessments
Charges for services-cemetery
Interest and rentals
Total revenue

Expenditures
Debt service:
Principal
Interest
Total expenditures
Net changes in fund balances

Fund balances, beginning of year

Fund balances, end of year

Special Debt Capital
Revenue Service Projects
Township Wastewater
Improvement Treatment Cemetery
Revolving Plant Bonds Improvement Totals
$ - $ 33,659 $ - $ 33,659
- - 9,140 9,140
5,110 210 1,026 6,346
5,110 33,869 10,166 49,145
- 31,335 - 31,335
- 7,385 - 7,385
- 38,720 - 38,720
5,110 (4,851) 10,166 10,425
182,160 9,082 82,549 273,791
$ 187,270 $ 4,231 $ 92,715 $ 284,216
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February 11, 2005

To the Board of Trustees of the
Watertown Charter Township
Grand Ledge, Michigan

We have audited the financial statements of Watertown Charter Township for the year ended December 31,
2004, and have issued our report thereon dated February 11, 2005. Professional standards require that we
provide you with the following information related to our audit.

Our Responsibility Under Auditing Standards Generally Accepted in the United States of America

As stated in our engagement letter dated February 2, 2005, our responsibility, as described by professional
standards, is to plan and perform our audit to obtain reasonable, but not absolute, assurance that the financial
statements are free of material misstatement and are fairly presented in accordance with accounting
principles generally accepted in the United States of America. Because an audit is designed to provide
reasonable, but not absolute assurance and because we did not perform a detailed examination of all
transactions, there is a risk that material misstatements may exist and not be detected by us.

As part of our audit, we considered the internal control of Watertown Charter Township.  Such
considerations were solely for the purpose of determining our audit procedures and not to provide any
assurance concerning such internal control.

Significant Accounting Policies

Management is responsible for the selection and use of appropriate accounting policies. In accordance with
the terms of our engagement letter, we advised management about the appropriateness of accounting polices
and their application. The significant accounting policies used by Watertown Charter Township are described
in Note 1 to the financial statements. No new accounting policies were adopted and the application of
existing policies was not changed during the year. We noted no transactions entered into by Watertown
Charter Township during the year that were both significant and unusual, and of which, under professional
standards, we are required to inform you, or transactions for which there is a lack of authoritative guidance or
consensus.

Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management and are based
on management’s knowledge and experience about past and current events and assumptions about future
events. Certain accounting estimates are particularly sensitive because of their significance to the financial
statements and because of the possibility that future events affecting them may differ significantly from those
expected. The most sensitive estimates affecting the financial statements were:
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= Management’s estimate of the useful lives of depreciable capital assets is based on the length of
time it is believed that those assets will provide some economic benefit in the future. We
evaluated the key factors and assumptions used to develop the useful lives of those assets in
determining that they are reasonable in relation to the financial statements taken as a whole.

Audit Adjustments

For purposes of this letter, professional standards define an audit adjustment as a proposed correction of the
financial statements that, in our judgment, may not have been detected except through our auditing
procedures. An audit adjustment may or may not indicate matters that could have a significant effect on
Watertown Charter Township’s financial reporting process (that is, cause future financial statements to be
materially misstated). In our judgment, none of the adjustments we proposed, whether recorded or
unrecorded by Watertown Charter Township, either individually or in the aggregate, indicate matters that
could have a significant effect on Watertown Charter Township’s financial reporting process.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a matter,
whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing matter
that could be significant to the financial statements or the auditor’s report. We are pleased to report that no
such disagreements arose during the course of our audit.

Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application
of an accounting principle to the governmental unit’s financial statements or a determination of the type of
auditor’s opinion that may be expressed on those statements, our professional standards require the
consulting accountant to check with us to determine that the consultant has all the relevant facts. To our
knowledge, there were no such consultations with other accountants.

Issues Discussed Prior to Retention of Independent Auditors

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as Watertown Charter Township’s auditors.
However, these discussions occurred in the normal course of our professional relationship and our responses
were not a condition to our retention.

Difficulties Encountered in Performing the Audit

We encountered no difficulties in dealing with management in performing our audit.

This letter and the accompanying memorandum is are intended for the use of the Board of Trustees,
management, and federal awarding agencies and pass-through entities and is not intended to be and should
not be used by anyone other than these specified parties.

Very truly yours,

Rellssnnfetor



Watertown Charter Township
Comments and Recommendations

For the Year Ended December 31, 2004

During our audit we became aware of certain issues regarding internal control and financial reporting. This
memorandum summarizes our comments and suggestions regarding these matters. This memorandum does
not affect our report dated February 11, 2005, on the financial statements of Watertown Charter Township.

Internal Control Review

As with other governments the size of the Township, segregation of duties is often difficult to implement.
However, there are methods of segregating duties sufficiently to enhance the internal controls to an
acceptable level. Recently, concerns have been raised by individuals in the Township regarding the proper
level of controls. We strongly encourage the Township to consider performing a thorough review of all
internal control processes. This may include the utilization of a consultant to give an outside view of the
control processes.
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